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Foreword
This document was conceived by social entrepreneurs for social entrepreneurs and those contemplating to start a social enterprise. Two years ago, a group of social entrepreneurs from the Schwab Foundation community came together to identify the issues on which they wished someone had provided guidance when they were embarking on their social enterprise journey.
In 2010, the first challenge they took was social investment. Many had struggled with questions such as if and how to raise capital from social investors, whether they should sign a non-disclosure agreement or not and simply which social investors to approach. The experience and questions of the Schwab Social Entrepreneurs were taken up in the first publication of the task force, called the Social Investment Manual.
Based on the success of the Social Investment Manual, Andreas Heinecke, Founder of Dialogue Social Enterprise, convened the task force during the World Economic Forum Meeting on Europe in Vienna in June 2011 to discuss the next logical step after social investment. The task force identified Corporate Governance of Social Enterprises and, in particular, Boards. Many investors demand a change in governance structures as a result of investing in an organization. This requires social entrepreneurs to think about creating a board if they do not already have one and managing it in an optimal way.
Boards bear the potential to greatly enhance the mission of a social enterprise, if careful thought goes into the right composition and management. Governing boards also have significant influence and can take social enterprises into different directions than intended by the founders. Many entrepreneurs of social businesses which generate attractive financial returns find over time that their boards might be tempted to choose higher profitability over deeper social impact. Overruled by investors' priorities, many founders have left their organizations. Among others, this document addresses the question of how social enterprise leaders can protect the social mission of their organization through the governance structure.
While this is a manual by social entrepreneurs, it would not have been written without the crucial support of Professor Ann-Kristin Achleitner and Judith Mayer from the Technical University Munich. We are greatly thankful to Professor Achleitner for providing her deep expertise gathered over years as Chair of the Institute of Entrepreneurial Finance on governance in small and medium enterprises. We would like to thank Judith Mayer for her close collaboration with the social entrepreneurs of the task force through regular calls, interviews and a survey to compile this manual.
We hope this manual will serve as a practical tool for social entrepreneurs and will find its way into university courses. However, it is only as useful as you find it. We hope, therefore, to hear your feedback to incorporate into subsequent versions.
What is governance? Why is it important for social enterprises?
Governance is formally defined as "systems and processes that ensure the overall direction, effectiveness, supervision and accountability of an organization" (Cornforth, 2003) . Governance mechanisms can include governing boards, monitoring systems and signalling mechanisms like reporting or codes of conduct.
The focus of this document will be on creating and managing boards, while acknowledging that the governance of social enterprises covers a broader field than governing boards.
Social enterprises address the most pressing problems societies face through employing scalable, self-sustainable and innovative business models. They must balance financial responsibilities and social impact and must coordinate among multiple stakeholder groups, including investors, employees, regulators, clients and beneficiaries. As a result, social enterprise leaders manage complex trade-offs.
A carefully selected, well-designed and well-managed board will help the social enterprise reach its goals. Yet many social enterprise leaders are reluctant to set up a board. 1 They express concern that a board will limit their management team's effectiveness. While this is a valid concern, 4 it demonstrates the lack of understanding of how boards can facilitate an enterprise's success and make the management team's work easier. Furthermore, of those social enterprises that have a board, many fail to engage their board actively in the strategic guidance and oversight of their organization. This represents a lost opportunity.
Most countries have developed guidelines around governance and boards for the corporate and often also for the nonprofit sector. See Appendix 4.11 for a comprehensive list of national governance guidelines and codes of best practice.
Why create a board?
For social enterprises, governance is key to both overseeing compliance with policies and regulations and to safeguarding the organizational mission while meeting the demands of various stakeholders. Social enterprises limit their potential and undermine their mission when they do not invest appropriate effort and thought into creating a well-functioning board. In short, if applied correctly, a board strengthens, not weakens, the leadership and helps to ensure the success of the social enterprise.
Boards can help management teams reach their enterprise's goals and mission in several ways:
-Provide strategic support and expertise:
Organizations can compensate for a lack of in-house competencies or expertise through board members.
- While the governance of a non-profit enterprise is mainly concerned with achieving its mission, the governance of a for-profit enterprise focuses primarily on shareholder return. If a social enterprise is organized as a for-profit entity, mechanisms have to be put in place to safeguard the mission while controlling for a reasonable shareholder return.
Some governments have recognized this need and established legal structures that protect the social mission as well as financial obligations of the enterprise, such as Benefit corporations (B-Corps), lowprofit limited liability companies (L3Cs) and Community Interest Companies (CICs).
In the countries that do not recognize these legal structures, social enterprises may create a hybrid legal structure, which consists of both a for-profit and a non-profit entity. In many cases, the non-profit entity will hold a golden share in the for-profit entity, allowing the profits to be used to run the non-profit activities. Some have a central board or ensure that 50% of the forprofit ownership is with the board members of the non-profit entity. This alignment might not be problematic at the early stages of a social business or when profits are achieved at the same time as a strong social impact. However the interests of the founder and equity investors may diverge when the organization takes decisions that require a trade-off between the founding social mission and achieving a financial return. These often lead to cumbersome board struggles.
During the discussion and negotiation process with investors, social enterprises should therefore look beyond the cost of capital to the non-financial terms in which the financing is provided. Funding sources can be categorized in two groups:
1. Debt, repayable hybrid capital, mezzanine capital: Offers the social enterprise more decision-rights on how the funds are used. However, they limit the cash-flow available for operational investments, and therefore can limit the growth plans of the enterprise. 1.3.5 The founder steps down: governance needs to adapt
The start-up and scaling stages. This often ensures the founding mission and vision are woven into all strategic decisions but it also means that the power and influence of the enterprise rests in one person. When a founder steps down, the governance structures must step in to fill the void. The board itself can replace the founder as the key decision-maker during the transition period as well as institutionalize the mission, vision and values into the culture of the enterprise and into the operations.
The board as well as management should plan the succession a long time ahead and include it within the strategy. Actions that could be taken by boards include the following:
-The board could select a new chief executive officer (CEO) from its own members who is already familiar with the operations and the strategy of the business.
-The board could provide support to a new external CEO. The board may also find a suitable mentor for the CEO. 6 1.4 How do I choose the right governance structure?
There is no "one size fits all" for social enterprises. Specific organizational factors like size, complexity or maturity influence the optimal governance structure. The following table explains how the circumstances of a social enterprise lead to specific considerations the enterprise must address to create a well-functioning governance structure.
Introduction -Creating Your Board Table 1 : Choosing the right board structure; own illustration
OPTION 1: Keep it simple
The simplest structure is a single governing board, with either a one-tier or two-tier structure. In Anglo-Saxon influenced countries, (e.g. the USA and UK) the onetier system, where there is a single board composed of both the management team and external non-executive members, is more common. The one-tier system usually refers to a board of directors. 2 The two-tier system where the management board and the supervisory board operate in parallel is often seen in continental Europe (e.g. Germany and the Netherlands).
Instructions: Social entrepreneurs should consider all circumstances mentioned and then combine the recommendations. If none of the statements below applies, social enterprises should consider Option 1 and "keep it simple".
CIRCUMSTANCE CONSIDERATION RECOMMENDATION
Organization operates in one country with a clearly executable strategy
Governance is needed to provide overall "good health" checks on the enterprise Organization has a hybrid legal structure (mix of for-and non-profit)
Governance is a mechanism to coordinate actions and safeguard the mission Option 5: Hybrid organizational structures; refer to box 03
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There are two ways to structure relations among several governing boards. One, all boards have equal rights (horizontal structure). Two, the boards have a hierarchical or vertical structure. While a horizontal structure is more democratic and facilitates autonomous decision-making among the units, enterprises with horizontal boards are more likely to have divergence in strategy and practices across the units and greater risk of mission drift of the enterprise. On the other hand, a vertical board structure, which puts more effort into ensuring alignment across all units, restrains the independence of the units and therefore is less likely to be effective within enterprises that thrive on the diversity of operations and practices as well as on continuous innovations.
Figure 2: Two-tier vs one-tier structure; own illustration
OPTION 2: Several boards
Organizations that operate across several countries or with several subsidiaries might have several governance boards. Here, the enterprise can differentiate according to local circumstances and align across geographies and sectors. The disadvantage with this model is increased coordination efforts and management of the boards.
Several boards, vertical structure
Case study: Lumni designs and manages social investment funds that invest in the education of diversified pools of students across Colombia, Chile, Mexico and the USA. Students who graduate pay a fixed percentage of their income for 120 months after graduation. Lumni has a separate board for each region and a member of each regional board is represented on the board of Lumni's head office.
For social enterprises that are expanding into new markets and scaling into new geographies, vertical governance structures can help ensure the centralized coordination of strategy and operational alignment. However, for social enterprises that prefer to scale using a decentralized approach (e.g. franchising) a vertical governance structure might limit local autonomy for growth decisions and a horizontal governance structure empowers local decision-making and differentiation. Advisory council in addition to legally binding board
Case study: Aidha is a "micro-business school" that offers more than 1,000 micro-entrepreneurs per year skills training to entrepreneurs at the bottom of the pyramid
OPTION 5: Hybrid organizational structures
Social enterprises sometimes combine non-and for-profit legal entities within their organization. An additional legal entity is often created out of necessity, e.g. investor requirements. It is important that the governance of both entities be well coordinated and that both be steering towards the same mission. The following box shows case studies on how to coordinate several legal entities in order to serve a common mission.
Hybrid organizational models
Example: Projeto CIES has created a "hospital in a truck" that has offered over 24,000 people in 15 Brazilian cities advanced technology for 10 medical specialties.
Example: The Homeless World Cup works across 70 countries and uses football tournaments to end homelessness.
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The optimal size of a board depends on the needs of an organization. Large boards (>12 members) create more administrative and coordination efforts and include the danger of ineffective oversight due to some board members free-riding on the efforts of others. Among the social enterprises in the Schwab Foundation network, for-profit social enterprises tend to have smaller boards than non-profit social enterprises.
Especially in the US, donors are often granted a board seat and large boards often constitute fundraising boards. In contrast, boards of for-profit organizations are rather kept small in order to stay manageable.
Research on board effectiveness suggests that smaller boards positively influence organizational performance (Eisenberg et al., 1998 
Expertise
Boards benefit from having members with diverse areas of expertise and experience as they provide new insights and perspectives (Siciliano, 1996) . Some areas of expertise are needed by all social enterprises, such as legal, financial and accounting expertise. An organization should consider the current skills set of its senior management team and board when selecting new board members. A skills grid may help a social enterprise evaluate where there are gaps in its skills. 12
Representation of stakeholders
Governance is not simply about protecting shareholder rights but about safeguarding and balancing the interests of all stakeholders.
Stakeholders include investors, customers/ beneficiaries, employees, government officials or relevant community members (e.g. people who reside in the neighbourhood of the social enterprise). Boards with members from various stakeholder groups represent a larger variety of perspectives, which serves to legitimize the operations of an enterprise in front of these stakeholders. However, multiple stakeholder boards may require more active management when stakeholders are resolute in defending narrow interests instead of the interests of the whole organization (Spear et al., 2007) .
Some social enterprise boards seek representation from target populations. Several cooperatives and microfinance institutions, for example, opt to include representatives of their clients or beneficiaries on their boards. One caveat with this approach is that the beneficiaries might not have relevant expertise and experience as a board member to provide strategic oversight. Alternative approaches are to create a supplemental client advisory council, to include advocates of the interests of the beneficiaries on the board or to include beneficiaries in the board with a consulting function only, without granting them voting rights.
Note: When selecting board members, social enterprises should be aware of potential conflicts of interest.
See Appendix 4.3 for further information on conflicts of interest
Research by the Schwab Foundation showed the following in relation to board membership:
-Overall, there is a strong focus on expertise within board membership: experts from business are the largest represented group (included in over 70% of all boards).
-Investors were mostly included in boards of for-profit social enterprises (>60%) but quite seldom in boards of non-profit or hybrid social enterprises (<30%).
-Vice versa, the target group was more frequently represented in non-profit social enterprises (>60%) than in boards of forprofit or hybrid models (<30%).
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Network access and reputation
A social enterprise can raise awareness or legitimize its work by choosing board members with esteemed reputations. Well-regarded board members can facilitate external connections and attract similarly talented and respected people to join the board. Yet, they can also weaken board functioning if they yield disproportional influence in decision-making or if they are highly risk averse to protect their own reputation.
How should I appoint board members and for what term of time?
Nomination and election of board members frequently differs among for-and non-profit organizations. While, shareholders of forprofit organizations often maintain the right to nominate/select a significant part of board members, nomination and election in nonprofits is often based upon a wider range of stakeholders or upon the members of a membership organization.
Relevant questions to ask potential board members before selecting them include: -Which skills or other benefits (like networks) can you provide to our enterprise?
Most boards limit terms to 2-3 years and allow for up to four terms. Advantages of limited terms are that it is easy to get rid of certain board members. However, it also induces additional efforts to recruit and elect new board members. Boards should predetermine its rotation process. It is good practice to have staggered terms to ensure both the retention of valuable skills and the infusion of new ideas, expertise and perspectives. Board members should ask themselves regularly whether they are still adding value or can no longer provide any benefits for the enterprise. When electing new board members, social enterprises should rethink the size of their board.
In the short term, a well-run board can provide valuable and time-saving guidance to the management team. In the long term, it can ensure the success of the social enterprise. On the flip side, a poorly run board can make the management team's work more difficult.
This chapter focuses on how management teams can create the optimal performance of the board through addressing key board tasks, responsibilities and communications procedures as well as building a highperformance work dynamic. 
What are the rights and duties of my board members?
The focus of management should be on execution, while the focus of the governance body should be on providing guidance and oversight. Boards should not get involved in day-to-day operations but should oversee the results of these operations. Senior management must ensure that the boards' decisions are implemented.
Boards serve two primary responsibilities: support and oversight. While many view these as mutually exclusive, they are complementary in a high-performing organization.
14 2. Managing Your Board for Optimal Performance 
Support
Support refers to four areas. First, boards constitute sparring partners that provide strategic guidance and challenge management. This also includes helping to develop innovative and effective business models. Second, board members provide access to their networks, which can help raise awareness of the social enterprise as well as foster fundraising and business development. Third, boards serve as ambassadors for the mission of a social enterprise and thus provide advocacy and legitimization. The fourth area includes aspects of oversight: ensuring cash flows to increase the sustainability of the business.
Oversight
Oversight primarily refers to safeguarding the mission of a social enterprise. Boards monitor the performance of management against benchmarks that reflect the double bottom line. Thus, monitoring concerns social as well as financial performance. While financial indicators are easy to measure and compare, social performance is often hard to seize. To avoid an inordinate focus on financial performance, social enterprises should pay attention to defining performance indicators for the social mission. Furthermore, boards should emphasize the need for external audits as well as accountability measures to increase transparency towards external stakeholders.
In addition, oversight also refers to compliance. It is the duty of the board to ensure that management complies with its own governing document as well as with legal requirements. Ideally, boards should have a list of compliance requirements and check periodically if they are being met. Furthermore, the board is responsible for appropriate risk management.
Approval of management decisions
A task amid support and oversight is the approval of certain management decisions. Board approval should serve to guarantee conformity with the overall mission. Organizations should define which matters require board approval to ensure proper oversight but not to micromanage the management team. For example, board approval is only needed for investments above a certain threshold.
What are the roles and responsibilities of the board chair?
The roles of chief executive and chairman are fundamentally different: while the responsibilities of the chief executive entail running the organization's business, the board chair is responsible for running the board, which requires broad experience and the ability to process knowledge on several high-level issues. Duties of the chair include determining meeting dates, addressing conflicts among members, representing the organization at public events as well as boundary spanning between board and management.
In one-tier or voluntary boards, a single person often exercises the roles of chairman and chief executive. Such a structure erodes the system of checks and balances and constrains the independence between board and management. A joint leadership structure provides a unified focus and communicates strong leadership to the external community, while splitting these two functions bears costs and administrative efforts. Thus, organizations face a trade-off between effective monitoring (the separation of the two functions) and strong leadership.
If a single person holds both positions, the board should appoint another board member to lead on any issue that requires separation of duties, such as reviewing the compensation of the chief executive. Furthermore, if a new chief executive is appointed, it is advisable to pair the new chief executive with a chairman who is more seasoned. Creating the right board culture will increase the commitment and value of board members to the organization. When the board is diverse, it is critical to establish a culture of active listening, respect for different perspectives, productive dialogue and the shared interest of coming to a collaborative decision (as opposed to always getting their way).
Onboarding the board
New board members should be introduced to the organization's work, current strategies and plans. New board members should meet the team to understand the organizational culture and daily operations. Without understanding first the intricacies of the organization, the board members will not be able to provide constructive support and oversight. Familiarity with the entire team makes it easier for the board to raise concerns.
Recognizing the board, and valuing their commitments appropriately
While board members of social enterprises are rarely incentivized by monetary remuneration, some social enterprises recognize and reward board members emotionally for their time and commitment. Beyond sending thank you notes, some social enterprises invite board members to site visits or to join work outings.
Compensating for expenses incurred out of pocket, depending on the financial situation, may be a reasonable gesture.
The frequency of board meetings depends on the current situation of an enterprise. There should be at least two meetings per year to keep board members closely on track with the development of an organization and to maintain familiarity among board members as well as between board and management. When a social enterprise must navigate rough waters (e.g. complex environments, changing needs), the board should meet more often. Meetings can take place over the phone. However, at least one face-to-face meeting should take place per year. One session per year should focus on strategic issues and a roadmap for the next 3-5 years.
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Board decisions require a quorum, or minimum number of board members present for official decisions (at least two-thirds of the members). To diminish administrative efforts during board meetings, voting procedures as well as required majorities should be determined in advance.
See Appendix 4.9 for exemplary rules of procedure for boards
Information about past months as well as an agenda should be sent at least one week in advance of board meetings, allowing board members sufficient time to add topics and prepare. If management wishes to propose substantial changes, such as amendments to the constitution or the strategy of an organization, the proposals should be sent in advance.
Managing Your Board for Optimal Performance After the meeting, board members should receive minutes that clearly indicate next steps as well as individual responsibilities to achieve them. Furthermore, minutes should include place, day and time, participants, decisions, deliberations, voting results and the manner in which resolutions were passed.
How should management report to the board?
Reporting increases transparency and serves to legitimate the existence of an organization. Regular updates about an organization's development keep board members involved and serve to maintain trust.
Management should report at least quarterly to their board members, informing them about the current situation of their organization. Reports in the course of the year should contain the following: A more detailed report containing the balance sheet as well as the profit and loss statement is required at the end of a year.
To set up an appropriate reporting system, the management and board need a clear and common understanding of the value proposition of the enterprise. The value proposition contains social as well as financial components. While the social element should always be primary, financial aims range from earned income strategies to financial sustainability to the generation of profits. Measures of financial success can be adopted from the corporate world. Social entrepreneurs who are not familiar with financial reporting should consult their board members to benefit from their expertise.
Predefined measures of social impact are often not available and social entrepreneurs themselves are frequently not aware of their impact value chain. Refer to the Social Investment Manual (Achleitner et al., 2011) and to Appendix 4.5 for a description and an example of the impact value chain. Once social enterprises have defined their impact value chain, performance indicators must be determined and monitoring programmes should be established.
See Appendix 4.6 for a reporting cycle 2.5 How do I evaluate the work of a board? Summarizing, we would like to highlight the following aspects:
-Organizational lifecycle: Consider your organization's needs when establishing your governance structure and selecting board members: be aware of your current lifecycle stage and of where your organization is heading (see 1.3).
-Investor selection: Consider governance requirements during negotiations with investors (see 1.3).
-Role of the founder: Do not rely upon a single person for managing, shaping and overseeing the organization (see 1.3 and 2.2).
-Board membership: Balance expertise and stakeholder representation appropriately in board membership (see 1.4).
-Transparency: Be transparent and accountable, especially when dealing with conflicts of interest (see Appendix 4.3).
-Involvement of board members: Keep board members involved within strategic topics instead of becoming restrained by a reactive board (see 2.3).
-Reporting: Keep your board members on track with the developments of your organization. If you report regularly to your board members, it is their responsibility to ask questions (see 2.4).
Conclusion
4.1 Board composition and tasks over the lifecycle 4. Appendix 4.2 Link of financing instruments and governance requirements Figure 8 : How to choose the right financing instrument; see Achleitner et al., 2011; Spiess-Knafl, 2012 
Conflicts of interest
Conflicts of interest: How to identify and treat them* Conflicts of interest are inevitable. In anticipation of this, social enterprises and their boards should develop policies and rules of procedure for how to address and deal with emerging conflicts of interest. As a general practice, all potential conflicts of interest should be surfaced and shared for discussion.
Potential sources of conflicts of interest:
-Board members can gain financially from their board involvement (e.g. if the board member has an expertise that the social enterprise requires, such as marketing or accounting)
-Board members can gain non-financially from their board involvement (e.g. a family member may be hired by the social enterprise, or if the board member is also a beneficiary of the social enterprise, she can influence its operations to serve her own interests) -Board members face competing loyalties and obligations (e.g. the board member serves on two social enterprises that compete in the same market or the social enterprise is part of a governmental, regulatory or oversight body)
How to handle conflicts of interest
Board members must disclose all (potential) conflicts. If a person is conflicted in any decision, he or she should be removed from this particular decision-making process. Conflicts as well as any direct or indirect benefits received by board members have to be disclosed in the annual reports. 2.3 The Advisory Board may also retroactively approve the implementation of any matters, which require the consent of the Advisory Board.
2.4 The Advisory Board decides in particular about the approval of the annual business plan, in particular the budget plan, which the Management Board prepares for the upcoming business year.
2.5 The Advisory Board shall also receive the monthly overview of the financial situation of the Company, which the Management Board prepares.
2.6 The approval of the Advisory Board is not required if the respective transaction is included in the adopted annual budget.
2.7 The Advisory Board may, if deemed appropriate, also grant its approval for certain matters in advance.
3. Convocation of the Advisory Board 3.1 The Chairman of the Advisory Board convenes the meetings of the Advisory Board. He determines the form of convocation (in writing, verbal, by telephone or fax) and determines the agenda of the Advisory Board. The agenda shall be communicated to each member of the Advisory Board together with the convocation notice.
3.2 There must be at least one week between the receipt of the convocation notice and the meeting of the Advisory Board. The day when the convocation notice is dispatched and the day of the board meeting shall not be taken into consideration for the calculation of the convocation period. The Chairman shall appoint a keeper of the minutes at the beginning of each meeting.
3.3 Each member of the Advisory Board and each shareholder shall be entitled to demand from the Chairman of the Advisory Board that he convenes the Advisory Board. The members of the Advisory Board and the shareholders shall give the purpose and the reasons for their request. If the Advisory Board is not convened within an appropriate time, the respective member or shareholder may convene the Advisory Board himself.
3.4 The Advisory Board shall come together 4 (four) times every year, if possible every 3 (three) months. At least one meeting shall be in person, the other meetings may be held via telephone conference or other means of communication.
3.5 Meetings of the Advisory Board may be held without fulfilment of the requirements as to form and notice for the convocation set forth in Sec. 3.1 and 3.2 if either all members of the Advisory Board participate and agree, or, if only some members participate, the other members have expressly waived their right to participate in the meeting of the Advisory Board.
3.6 The Advisory Board shall have a quorum if at least two-thirds of the members who are entitled to vote participate in the passing of resolutions.
3.7 Unless the Chairman decides otherwise, the meetings of the Advisory Board shall take place at the registered office of the Company. Resolutions, which are passed outside of board meetings shall be recorded by the Chairman and shall be sent to all members of the Advisory Board without delay.
Resolutions in Case of Emergency
In cases where a resolution of the Advisory Board cannot wait because this would otherwise lead to material disadvantages for the Company, the Chairman of the Advisory Board may take all actions and may issue all declarations, which he in his sole discretion deems necessary or appropriate. In this case, he has to inform the other members of the Advisory Board without delay and present the reasons for the urgency of his actions. We thank the entire Schwab community for their support by participating in our preliminary survey and by providing insights during interviews and task force calls. Your ideas and contributions have been tremendously valuable for establishing the manual.
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